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ECONOMIC INDICATORS 
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a/ Foreign trade rupee data converted into dollars at Rs.8.08 for 1979-80, Rs.7.89 
- for 1980-81 and Rs.8.80 for 1981-82. 

b/ Includes time deposits. 

c/ Current and capital accounts balance. 

a/ Calendar year figures (1979, 1980, 1981). 


Sources: GOI Central Statistical Organization, Reserve Bank of India Bulletin, 
GOI Economic Survey, U.S. Department of Commerce, World Bank. 





SUMMARY 


The Embassy estimates that India's GNP in 1981-82 (at 1970-71 
prices) will increase by about 4 percent as compared to 

an8 percent increase last year. The decline in growth 

is due chiefly to weak performance of the 1981 monsoon which 
reduced agricultural production growth to 2.5 percent for the 
year. Except for a near record sugar cane output and 
marginal increases in cotton and oil seeds, yields of other 
crops including foodgrains are unlikely to change materially 
from 1980-81 levels. 


In contrast with flat agricultural production this year, we 
expect industrial output to grow 8 percent, almost twice 

the 1980-81 increase. While shortages of power and railway 
freight cars continue, there has been a significant improvement 
in performance of infrastructural industries which is 
stimulating a marked upturn in overall industrial output. 
Wholesale prices, though relatively high during April-September 
1981, are expected to decline as the result of imports of 
essential commodities and an anti-inflationary program intro- 
duced by the GOI last July. These actions should result ina 
decline in the growth of average wholesale prices from 18.1 
percent in 1980-81 to about 10 percent for 1981-82. Increased 
expenditures on drought and flood relief and possibly higher 
defense spending will increase the budgetary deficit beyond 

the $1.8 billion level projected last February. A tight 

credit policy enforced by the Reserve Bank of India (RBI) 
continues unchanged, with emphasis on reducing credit for 
building inventories; this is essentially an anti-hoarding 
measure. 


India's balance of payments problem persists. The trade deficit 
this year is expected to be $7 billion, down marginally from a 
record $7.4 billion in 1980-81. Foreign exchange reserves at 
end of August 1981 were about $5.1 billion, down $1,760 million 
Since end March 1981. With export receipts likely to pick up 
in the remainder of this fiscal year, reserves are expected to 
hold at between $4.5 and $5 billion -- equivalent to about 
$5.0 months of expected imports -- by end March 1982. With the 
approval on November 9 of its request for a credit of SDRs 

5 billion, India will be able to finance its current account 
deficit over the near term. 


The U.S. surplus in trade with India dropped moderatelv over January- 
September 1981 to $361 million compared to a surplus of $437 

million in the corresponding period of 1980. Prospects for U.S. 
exports to India remain fairly promising, particularly in the 

areas of railroad equipment, oil field equipment and services, 
telecommunications equipment, and industrial machinery. 





CURRENT ECONOMIC SITUATION AND TRENDS 
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ATIONAL PRODUCT: India's GNP during 1981-82, the second 
the Sixth Five Year Plan (1980-85), is projected to 
by about 4 percent compared to about 8 percent 
r. A decline in anticipated agricultural growth to 
percent in 1981-82 will slow down overall growth. Per 
ncome in India is now estimated at about $245 
prices) and continues to be one of the lowest in 
I of the low per capita income, aggregate 

proportion of gross domestic product were 
1980-81, marginally up from 21.2 percent 
in the peak of 23.9 percent in 1978-79. The 
decline in savings is largely a result of the 17 to 18 percent 
Since that time which has eroded 
reduced savings. 
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output,which rose sharply in 1980-81 
ought, is projected to grow only 2.5 
gj to inadequate rainfall. The 1981 
1ough it began on time in June, withdrew 
rain fell during August and most of 
major surplus rice growing areas in north 
ptember rains failed to improve appreciably 
year. Kharif (fall) food production 
unlikely to exceed last year's level of 
(MT), approximately 6.6 percent 
target. The sugar cane crop, 
equal the previous record of about 
177-78, marginally short of this year's 
MT but up 16.5 percent over the previous 
seed production is expected to be 
in 1980-81. Production of commercial 
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t conditions in several States will probably 
in production in 1981-82 to 127 to 132 
production in 1980-81 was 129.87 million 
han the record 131.9 million MT in 1978-79. 
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Year Plan calls for increased investment in 
total outlay for agriculture of $2.85 billion 
this year, up 6.8 percent over 1980-81. 
penditures are aimed at improving output of 
Ss 1 seds through cultivation of quick-yielding 
varieties, multiple cropping, and improving water management, 
as well as extending the area under irrigation. The target 
this year is to add 2.67 million hectares of irrigated land. 





Government-held foodgrain stocks totaled 11.34 million MT 

on September 1, 1981, 2.4 million MT below the level held 

at that time last year. Wheat procurement in 1981 was 

6.57 million MT,which, though the second highest on record, 
fell well short of the 9.5 million MT target. Owing to 
depleted buffer stocks and reduced procurement this year, 

the GOI purchased 1.5 million MT ofU.S-.wheat. The paddy 
procurement price was also raised from $12.50 to $13.07 per 
guintal to boost procurement. The Central Government has 
advised States to maximize paddy procurement, which amounted to 
5.6 million MT in 1980. Assuming that procurement will total 
5 to 6 million MT and central stocks will be drawn down at 
the rate of 1 million MT per month, the Embassy estimates net 
stocks on April 1, 1982,will be between 9 and 10 million MT, 
almost 5 to 6 million MT short of the 15 million MT minimum 
buffer stock level set by the Planning Commission. Given the 
low level of buffer Stocks,we expect the GOI will import an 
additional 1.5 to 2.5 million MT of wheat. 


INDUSTRY: While agricultural production is not likely to achieve 
target levels, the industrial sector has shown dramatic improve- 
ment. Industrial production during April-September 1981 increased 
more than 10 percent over the corresponding period last year. 
During the comparable period of 1980, industrial production was 
virtually stagnant. Industries leading the growth rebound in 
April-August were primarily basic and heavy industries: finisha 
products (up 24.7 percent), aluminum (up 43.3 percent), boilers 

(up 26.3 percent), earthmoving equipment (up 48 percent), tractors 
(up 33 percent) and cement (up 17 percent). Several public 

sector units exceeded their production targets by up to 25 percent 
during April-August 1981; these included: Hindustan Machine 

Tools (12 percent), Bharat Heavy Plates and Vessels (14 percent), 
Bharat Pumps and Compressors (2 percent), Lagan Jute Machinery 

(10 percent), Hindustan Paper Corporation (24 percent), and 
National Instruments Ltd. (15 percent). Following a record cane 
crop, sugar production is expected to reach 6.7 million MT 
compared to 5.1 million MT in 1980-81. The only soft spot in 

the upward trend is the textile industry,where jute particularly 
is faced with a recession due to depressed demand and rising 
costs. On the other hand, the steel and aluminum industries, 

as a result of increased capacity utilization are now carrying 
large inventories. Encouraged by rising coal and steel production 
during April-September, 1981-82 targets have been increased by 

3 million MT to 124 million MT for coal and by 0.5 million MT 

to 7.8 million MT for saleable steel. We expect overall growth 

in industrial production as a result of these improving trends 

to be about 8 percent for 1981-82,almost double last year's 

growth of 4.1 percent. 
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Output from the power sector continued to increase during 
April-September 1981, with overall production reaching 60,480 
million kilowatt/hours, up 14.3 percent over the same period 
last year. This improved performance is significant notwith- 
standing continuing complaints about the scarcity and poor 
quality of coal. All regions of the country recorded 
substantial growth over the period with increases varying 
between 11 and 28 percent. The Damodar Valley Corporation that 
provides power to the coal and steel sector along the Bihar- 
West Bengal border also sharply increased power production by 

46 percent. Hydroelectric generation during the remainder of 
this fiscal year will also increase due to higher water levels 
in most reservoirs. This, combined with improved coal production, 
is expected to produce a 9 percent increase in power generation 
for 1981-82 compared to 5.7 percent last year. The frequent 
power cuts of the past have thus been reduced, and the supply- 
demand gap is now expected to narrow to 10 percent as compared 
to 12.6 percent last year. 


Consistent with increased utilization of power generating capacity, 
investment in this sector for this year is up 21 percent to 

$4.1 billion. However, the planned target of adding 3,212 MW 
this year will not be met due to delay in supply of equipment 

and the cement shortage. Only 2,200 MW is expected to be in 
place with a gap of about 1,000 MW for this year. Generation 
capacity actually added in 1980-81 was 1,856 MW, 831 MW short of 
the target that year. Unless this trend is reversed the overall 
Plan target of adding 20,000 MW by 1984-85 will probably fall 
Short by 20-25 percent. Power generation, critical to the 
performance of the industrial sector, remains a serious potential 
for constraint on growth in India. With hydropower still 
supplying 42 percent of total electric power and thermal 
dependent on coal production and movement, good rainfall and 
strong performance in mining and transport are still necessary 
elements in sustained growth in the manufacturing sector. 


Improved railway freight movement contributed significantly to 

the marked increase in industrial production. The Indian railways 
during April-September 1981 increased freight traffic handling 

by 15.9 percent over the corresponding period of 1980 to a total 
of 104.11 million MT. As improvement continues, the Embassy 
expects the 215 million MT target for the full year will be met. 


Developments on the labor front also helped improve industrial 
performance. Total workdays lost during January-May 1981 declined 
to 5.6 million from 7.6 million in the same period last year. 
However, go-sSlows and other labor actions short of strikes 
continued to impair productivity in some industries. 
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To sum up the much brighter industrial picture, we expect 
these improving trends to boost overall industrial growth by 
8 percent for 1981-82, almost double last year's growth 

of 4.1 percent. 


FISCAL AND MONETARY TRENDS: Concerned with the continued rise 
in prices for the third year in succession, the GOI in July 
1981 introduced a package of anti-inflationary measures which 
included: a) an increase in compulsory deposit (forced savings 
program for taxpayers with taxable incomes above $1,666) rates 
of 2.5 percent and 3 percent; b) an increase by the RBI of the 
discount rate from 9 to 10 percent; c) an increase by the RBI 
of the required reserve ratio for commercial banks from 34 to 
35 percent; and d) increased imports of essential commodities, 
particularly sugar, edible oil, and wheat imports for the first 
time in 4 years. As a result of these actions, especially 
increased food imports, the average wholesale price index 
(1970-71=100), which peaked at 287 in August, declined for the 
first time in September to 285, up 8.4 percent over the same 
period last year. During April-September 1981, the wholesale 
price index rose by 12.3 percent over the corresponding period 
in 1980. This is a considerable improvement over the same 
period last year when the inflation rate was 20.3 percent. 

We expect deceleration of prices to continue during the remainder 
of the fiscal year due largely to the seasonal outturn of 
crops, including the expected bumper sugar cane crop, and higher 
industrial production. 


In view of these encouraging trends, we estimate that average 
wholesale prices for this fiscal year, ending March 31, 1982, will 
increase by about 10 percent compared to 18.1 percent last year. 
The consumer price index, which closely follows the trend in 
wholesale prices, continued an upward trend reaching a record 
454 (1960=100) in August 1981, up 14.4 percent over the same 
month last year. While the rate of price increase has declined, 
there is still considerable pressure on the Government for 
increased cost of living allowances. 


The fiscal position of the Central and State Governments remained 
by and large unchanged over April-September 1981, with the net 

bank credit to government (a measure of deficit financing) 
recording a marginal rise of $3.54 billion compared to $3.43 
billion in the same period last year. Although GOI revenue 
receipts have been buoyant, budgeted expenditures are also 
expected to rise due to a) stepped up relief and welfare expendi- 
tures resulting from drought and floods; and b) a reported 
increase in defense expenditure. The GOI budget deficit therefore 
is expected to be somewhat higher than the deficit of $1.8 billion 
projected for this fiscal year. 
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The Embassy estimates that the trade deficit this year will be 
$7 billion, with exports estimated at $9.1 billion and imports 
at $16.1 billion. This modest decline in the trade deficit 
results from lower imports of refined petroleum products, 
steel, aluminum, and fertilizer owing to improved domestic 
production. The decline is, however, offset in part by 
increased import requirements for wheat, sugar and edible oil. 
Given relatively stable prices for India's exports and higher 
prices for its imports, particularly petroleum, deterioration 
in India's terms of trade also contributed significantly to the 
adverse trade balance. Prospects for exports remain cloudy in 
light of weak economic conditions and protectionist policies 
in industrialized countries. Invisible receipts, which have 
given major support to India's balance of payments and helped 
contribute to reserve surpluses in recent years, have leveled 
off. Gross invisible receipts in 1980-81 amounted to a record 
$5.6 billion. These are expected to decline this year because 
of disinvestment of RBI foreign securities in 1981 reducing 
interest income, return of Indian workers from Iran and Iraq 
due to the war, and higher interest rates overseas keeping 
potential remittances abroad. As a result, we expect gross 
invisible receipts to total about $5 billion. 


The continued decline in foreign exchange reserves in recent 
months is the most dramatic indicator of India's weakened balance- 
of payments position. Gross foreign exchange reserves as of 
August 1981 were $5,095 million, down $1,763 million during the 
first 5 months (April-August) of the current fiscal year, 
compared to a decline of $346 million during all of 1980-81. 
Prompted by this sharp decline in its foreign exchange reserves, 
the GOI requested an extended fund facility of SDRs 5 billion 
($5.7 billion) from the IMF. The loan request was approved on 
November 9, 1981. India is also seeking additional commercial 
financing in international markets to support its development 
programs. Excluding new IMF borrowings, India's reserves at the 
end of the current fiscal year are estimated to be between $4.5 
and $5 billion--about 3 months' imports. 


India's debt service ratio for 1980-81 was at the relatively low 
level of 12 percent due chiefly to concessional terms on 
assistance received in the past. With an expected $l billion 
in borrowings from commercial sources at considerably higher 
interest rates this year, the country's debt service burden is 
expected to increase steadily. Development assistance in the 
pipeline as of March 1980 totaled $6.34 billion up from $6 
billion during the same period last year. 





IMPLICATIONS FOR THE UNITED STATES 





TRADE: Despite anxiety over the state of the Indian economy, 

its balance-of-payments problem, and some uncertainty over 

continuing availability of adequate foreign aid on concessional 
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February 1982: Machine Tools and Metalworking 
Equipment Catalog snow (import 
growth: nearly 14 percent annually; 
imports from the USA: nearly 25 
percent annual growth) 


March 1982: Telecommunications Equipment Trade 
Mission (import growth: 8 percent 
annually; imports from the USA: 
nearly 12 percent annual growth) 


Computers and Related Equipment Trade 
Mission (import growth: more than 

14 percent annually; imports from 

the USA: more than 20 percent annually) 





May 1982: Industrial Process Controls Catalog 
Show (import growth: 4 percent 
annually; imports from the USA: 3 
percent annually; 1980 apparent 
consumption: $67 million) 


August 1982: Mining and Excavating Equipment Trade 
Mission (import growth: 4 percent 
annually; imports from the USA: more 
than 20 percent annually) 


Other areas in which U.S. firms' export promotion efforts would be 
rewarded are railroad equipment (1980-84 average annual yearly 
real import growth expected to be nearly 12 percent); equipment 
used in petroleum exploration and development, refining and 
petrochemical processes (average annual import growth, in real 
terms, expected to be 2 percent -- imports from the U.S., 8 
percent); shipbuilding, ship repair and port maintenance equipment 
(average annual real import increase 4 percent; nearly 13 percent 
for goods from the U.S.). However, because of import restrictions. 
exports of U.S. consumer goods have no market. American companies 
should be aware that the vattern of Indian-U.S. trade has shifted 
from a near-even split between manufactured goods and agricultural 
products to a situation where agricultural commodities make up 
only about a quarter of American exports to India. 


Although India, the second most-populous country in the world, 

has nearly half of its citizens living below the poverty line, 
American firms interested in export sales should bear in mind 

that 100 million Indians make up the modern sector where more 
realistic growth rates are attainable than the national average 
Suggests. By any measure, the modern sector of India's economy 
offers a market no American company, with products India needs, 
should overlook. Third country competition to U.S. suppliers 
comes primarily from the UK. West Germany and Japan, in that order. 


INVESTMENT: U.S. direct investment in India, reversing a 5- 
year trend, reached $396 million at the end of 1980. In 1975, 
U.S. investment stood at its highest previous level, $367 million, 
but had declined to about $351 million by 1979. The increase 
occurred primarily in manufacturing, chemicals and banking. The 
total number of foreign collaborations approved in 1980 by the 
Indian Government reached a record 526 compared to 280 in the 
previous year. Of this number, the U.S. was in first place 

with 126, or 24 percent. The U.S. continues to maintain its lead 
based on January-June 1981 data,although it ranks after the U.K. 
as India's principal investment partner. Taken together, this 
suggests that U.S. investment activity is starting to rise again 
and is responsive to changes in policies which improve the 
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business and investment environment for foreign investors. 
This is especially noteworthy now that India is beginning to 
recognize that its past emphasis on domestic expertise and 
capital equipment has often prevented it from keeping pace 
in a high-technology world. Consequently, there is more 
willingness to buy or marry technology through licensing 
collaborations and investments. 


There are over 450 operating collaborations between American 

and Indian firms. The largest is Union Carbide of India, a 
company established here more than 60 years ago and one of the 
most successful companies in which the parent company has an 
interest. The most recent is a joint venture between Signode 
Corporation, Glenview, Illinois, and Nagarjuna Steels, Hyderabad, 
to produce tensional strapping systems. The $8.5 million project 
will provide for India's sophisticated packaging needs and 
generate foreign exchange earnings through exports to most of 
Asia. 


Despite the Indian Government's web of bureaucratic rules and 
procedures, U.S. enterprises operating in India have expressed 
satisfaction in recent years with the profitability resulting 
from a protected market. There have been no expropriations of 
American companies nor have U.S. firms experienced major 
difficulties with repatriation of profits or dividends despite 
India's occasional adverse balance-of-payments difficulties. 
Treatment of foreign-owned drug companies under FERA (Foreign 
Exchange Regulation Act), whereby they may retain more than a 

40 percent share of the ownership, remains undecided, but the 
dialogue between their representatives and the Government of 
India continues. The GOI's decision to regularize excess capacity 
of foreign drug companies is taken, in this regard, as a positive 
Sign. The FERA generally limits foreign equity in Indian firms 
to 40 percent, with greater equity shares permissible in export- 
oriented and certain high-technology firms. 








